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l
SECURITIES AND EXCHANGE COMMISSION
Banks t h a t  engage in  b rokerage  b u s in e ss  would be re q u ire d  to  s e t  up s e p a ra te  b rokerage
s u b s id ia r ie s  o r  a f f i l i a t e s  and to  r e g i s t e r  w i th  t h e  SEC, u n d e r  a  l e g i s l a t i v e  
package approved by  th e  Commission. The p ro p o sa l was accep ted  unanim ously a t  th e  
SEC's 4 /2 9 /8 7  open  m e e tin g  and , a c c o rd in g  t o  t h e  C om m ission , w ould  a c h ie v e  th e  
in te n d e d  p u rp o s e  o f  R u le  3 b -9 , w h ich  w as a d o p te d  b y  th e  SEC in  J u l y  1985. The 
r u l e  w as o v e r tu r n e d  b y  th e  C o u rt o f  A p p ea ls  f o r  t h e  D i s t r i c t  o f  C o lum bia  in  
November 1986. The Com m ission's p ro p o sa l w i l l  n o t preem pt bank re g u la to ry  agency 
j u r i s d i c t i o n  i n  t h e  s e c u r i t i e s  a r e a ,  b u t  w i l l  c r e a t e  a  d u a l  r e g u la to r y  sy s te m . 
During th e  m eeting , SEC Chairman John S. R. Shad exp ressed  concern  about im posing 
" a n o th e r  l a y e r  o f  r e g u la t io n "  on b an k s  and  s u g g e s te d  th e  C om m ission  c o n s id e r  
e x c l u d i n g  t h e  b a n k  r e g u l a t o r y  a g e n c i e s  f ro m  b a n k  b r o k e r a g e  f u n c t i o n s .  
Commissioner Joseph  G rundfest responded t h a t  a lth o u g h  he  to o  was concerned about 
d u p l i c a t e  l e v e l s  o f  r e g u l a t i o n ,  h e  th o u g h t  th e  bank  r e g u la to r y  a g e n c ie s  "have a 
le g i t im a te  in te r e s t "  in  th e  s e c u r i t i e s  a c t i v i t i e s  o f  th e  banks and should  n o t be 
excluded. However, th e  Commission ag reed  t o  in c lu d e  in  th e  " le g i s la t iv e  h is to ry "  
o f  t h e  p ro p o s a l  la n g u a g e  w h ich  w i l l ,  i n  C h airm an  S h a d 's  w o rd s , " a m p lify  th e  
i n t e n t "  t h a t  t h e r e  b e  no r e g u la to r y  o v e r la p ,  c o n f l i c t s ,  o r  t i e r s  o f  r e g u la t i o n .  
The l e g i s l a t i v e  p ro p o sa l i s  expected  to  be s e n t  to  Congress s h o r tly .
TREASURY, DEPARTMENT OF
N o tif ie d  payee u n d e rre p o rtin g  o f  i n t e r e s t  o r  d iv id en d  paym ents i s  th e  s u b je c t  o f  
tem porary  re g u la t io n s  w hich were re c e n t ly  is su e d  by  th e  IRS (see  th e  4 /2 3 /8 7  Fed. 
Reg., pp. 1 3 4 3 0 -3 7 ). The r e g u l a t i o n s  a f f e c t  p a y o rs ,  b r o k e r s ,  and p a y e e s  o f  
r e p o r t a b l e  i n t e r e s t ,  o r i g i n a l  i s s u e  d is c o u n t ,  d iv id e n d , and  p a tro n a g e  d iv id e n d  
paym ents and p ro v id e  them w ith  th e  n ecessa ry  guidance to  comply w ith  th e  I n t e r e s t  
and D ividend Tax Compliance Act o f 1983. The tem porary  re g u la t io n s  e x p la in  when a 
payor o f  th e se  paym ents m ust b eg in  backup w ith h o ld in g , how to  in fo rm  payees t h a t  
th e y  a r e  s u b j e c t  t o  b ack u p  w i th h o ld in g ,  how p a y e e s  c an  p r e v e n t  o r  s to p  backup  
w i th h o ld in g  r e s u l t i n g  from  p ay ee  u n d e r r e p o r t in g ,  and  when a  p a y o r  m u st s to p  
w ith h o ld in g .  A c co rd in g  t o  t h e  IRS, once  i t  h a s  d e te rm in e d  t h a t  a  p ay ee  h a s  
u n d e rrep o rted  i n t e r e s t  o r  d iv id en d  paym ents, i t  w i l l  send a t  l e a s t  fo u r n o tic e s  to  
th e  payee d u rin g  th e  n o tic e  p e r io d  ad v is in g  th e  payee t h a t  he  may become su b je c t 
t o  b ack u p  w i th h o ld in g  a s  a  r e s u l t  o f  p a y ee  u n d e r r e p o r t in g .  In  some c a s e s ,  th e  
n o tic e  t o  th e  payee w i l l  be  in c o rp o ra te d  w ith  o th e r  n o tic e s  t h a t  th e  IRS p ro v id es  
t o  th e  payee. I f  a  payee h a s  f i l e d  a  r e tu rn  fo r  th e  ta x a b le  y e a r , any d e f ic ie n c y  
o f  ta x  a t t r i b u t a b l e  to  th e  p ay ee 's  f a i l u r e  t o  r e p o r t  i n t e r e s t  o r  d iv id en d  paym ents 
m ust be a sse sse d  b e fo re  th e  IRS w i l l  n o t i f y  payors and b ro k e rs  t h a t  th e  payee i s  
s u b je c t t o  backup w ith h o ld in g  due t o  n o t i f i e d  payee u n d e rrep o rtin g . However, i f  a  
p ay ee  f i l e s  a  Tax C o u rt p e t i t i o n  p r i m a r i l y  t o  d e la y  an  a s s e s s m e n t  and back u p  
w ith h o ld in g ,  upon th e  Tax C o u r t 's  f in d in g  t o  t h a t  e f f e c t ,  t h e  p ay ee  may be  
a s s e s s e d  a  $5 ,000  p e n a l ty .  The r e g u l a t i o n s  a r e  e f f e c t i v e  a s  o f  4 /2 3 /8 7 . I f  
f u r t h e r  in f o r m a t io n  i s  n eed ed  a f t e r  r e a d in g  th e  te m p o ra ry  r e g u l a t i o n s ,  p le a s e  
c o n ta c t Laura Ann L a u ritz e n  a t  th e  IRS a t  202/566-3829.
Taxpayers w ith  lo n g -s ta n d in g  c a se s  concern ing  com m odities s t r a d d le s  e n te re d  in to
b e fo re  6 /23 /81  w i l l  have an o p p o rtu n ity  t o  s e t t l e  th o se  case s  under a  new
procedure  announced re c e n t ly  by  th e  IRS. In  making th e  announcement, th e  IRS s a id
th a t  th e  new p rocedure  w i l l  a f f e c t  in v e s to rs  and some d e a le rs  w ith  com m odities 
c u r r e n t ly  in  i t s  Exam ination D iv is io n , A ppeals o r  b e fo re  th e  Tax C ourt. A ffec ted  
in v e s to rs , d e a le rs  and t h e i r  a u th o riz e d  re p re s e n ta t iv e s  w i l l  re c e iv e  l e t t e r s  from 
th e  IRS. I f  n e i th e r  th e  tax p ay e r nor th e  r e p re s e n ta t iv e  responds w ith in  20 days, 
t h e  ta x p a y e r  w i l l  b e  te le p h o n e d . T ax p ay e rs  a r e  n o t  o b l ig a t e d  t o  a c c e p t  th e  
s e tt le m e n t;  th e  case s  may be tak en  by  tax p ay e rs  to  A ppeals o r  c o u rt. However, th e  
IRS em phasized t h a t  " th e  o f f e r s  w i l l  n o t g e t  b e t t e r  u n le ss  th e re  a re  s ig n i f ic a n t  
new f a c t u a l  o r  l e g a l  d e v e lo p m e n ts ."  The IRS s a i d  i t  w ould  "concede lo s s e s
2c la im ed  by d e a le rs  on re g u la te d  exchange t r a d e s  because o f  r e c e n t  changes in  th e  
law ," w h ile  "d ea le rs  in  o f f - th e -m a rk e t t r a n s a c t io n s  w i l l  be o f fe re d  s e tt le m e n ts ."  
S e t t l e m e n ts  f o r  t r a d e s  made b y  i n v e s t o r s  who en g ag ed  i n  t r a n s a c t i o n s  on a  
re g u la te d  exchange w i l l  a llo w  ap p ro x im a te ly  t h i r t y  p e rc e n t o f  th e  c la im ed  lo s s ,  
t h e  IRS s a id ,  and  s e t t l e m e n t s  f o r  t r a d e s  made b y  i n v e s t o r s  i n  o f f - t h e - m a r k e t  
n o n p r o j e c t  c a s e s  w i l l  a l l o w  a p p r o x i m a t e l y  tw e n t y  p e r c e n t  o f  t h e  l o s s .  
F urtherm ore, th e  IRS s a id  t h a t  in  m ost in s ta n c e s  p e n a l t ie s  w i l l  n o t be  a s s e r te d  as  
p a r t  o f  th e  s e t t le m e n ts ,  b u t t h a t ,  g e n e ra lly , a d d i t io n a l  i n t e r e s t  w i l l  be a s s e r te d  
"because a  s t r a d d le  by d e f in i t io n  i s  a  ' t a x  m o tiv a ted  tr a n s a c t io n . '"  I n t e r e s t  may 
be p a r t i a l l y  d e d u c tib le , th e  IRS sa id . Where g a in s  from  s tr a d d le s  e n te re d  in to  
b e f o r e  6 /2 3 /8 1  a r e  r e p o r te d  i n  y e a r s  a f t e r  1981, t h e  IRS w i l l  make n e c e s s a r y  
ad ju stm en ts  fo r  th e  com m odities is s u e  in  a l l  y e a rs .
THE WHITE HOUSE
Two CPAs have been nom inated t o  se rv e  a s  In s p e c to rs  G enera l by P re s id e n t  Reagan. June
Gibbs Brown h as  been nom inated a s  In sp e c to r  G eneral o f  th e  D epartm ent o f  Defense, 
succeed ing  Joseph  H. S herick . Mrs. Brown, who i s  c u r r e n t ly  A sso c ia te  A d m in is tra to r  
o f  t h e  N a t io n a l  A e ro n a u t ic s  and  S pace  A d m in i s t r a t io n  (NASA), a l s o  s e r v e d  a s  
I n s p e c to r  G e n e ra l o f  th e  D e p a rtm en t o f  t h e  I n t e r i o r  fro m  1979 t o  1981 and  a s  
In sp e c to r G eneral o f  NASA from  1981 t o  1985. Mrs. Brown h e ld  th e  p o s i t io n  o f  V ice 
P re s id e n t and C h ief F in a n c ia l  O ff ic e r  o f  th e  System  Development C o rp o ra tio n  from  
1985 t o  1986. M rs. Brown h a s  b e e n  a  member o f  t h e  AICPA s in c e  1977. A nthony J .  
G a b r ie l  h a s  b e e n  n o m in a te d  t o  s e r v e  a s  I n s p e c to r  G e n e ra l o f  t h e  U n ite d  S t a t e s  
In fo rm a tio n  Agency (USIA), w hich i s  a  new ly c re a te d  s ta tu to r y  p o s i t io n . However, 
Mr. G ab rie l h a s  been se rv in g  a s  In s p e c to r  G eneral o f  USIA s in c e  1985. P rev io u s ly , 
h e  w as t h e  A s s i s t a n t  I n s p e c to r  G e n e ra l f o r  A u d it in g  a t  NASA; h e  a l s o  s e r v e d  a s  
Deputy In sp e c to r  G eneral o f  th e  D epartm ent o f  A g r ic u ltu re  from  1981 t o  1985. Mr. 
G ab rie l h as  been a  member o f  th e  AICPA s in c e  1971.
SPECIAL: TREADWAY CO M ISSION RELEASES EXPOSURE DRAFT
The Exposure D ra f t o f  th e  N a tio n a l Commission on F rau d u le n t F in a n c ia l  R eporting  was
re le a s e d  l a s t  week and comments a re  b e in g  sought by 6 /3 0 /8 7 . C opies o f  th e
Exposure D ra ft (P u b lic a tio n  Number G00485) a re  a v a i la b le  from  th e  O rder D epartm ent 
o f  th e  A m erican  I n s t i t u t e  o f  C e r t i f i e d  P u b l ic  A c c o u n ta n ts  a t  2 1 2 /5 7 5 -6 4 2 6 . 
Inasmuch a s  d e ta i le d  recom m endations a re  made by  th e  Commission f o r  th e  p u b lic  
company, th e  independent p u b lic  acco u n tan t, th e  S e c u r i t ie s  and Exchange Commission 
and  o t h e r  r e g u la to r y  a g e n c ie s ,  and  f o r  e d u c a t io n ,  s u c c e e d in g  i s s u e s  o f  th e  
W ash in g to n  R e p o r t  w i l l  fo c u s  on  th e  re c o m m en d a tio n s  f o r  e a c h  o f  t h e s e  g ro u p s . 
Comments on th e  E x p o su re  D r a f t  s h o u ld  be  s e n t  t o  th e  C om m ission  a t  1701 
P ennsy lvan ia  Avenue, N.W., W ashington, D.C. 20006.
SPECIAL: AICPA WAS HINGTON OFFICE RELOCATES
The W ashington, D.C. O ff ic e  o f  th e  A m erican I n s t i t u t e  o f  C e r t i f i e d  P u b lic  A ccountants
(AICPA) h a s  moved from  i t s  1620 Eye S t r e e t  lo c a t io n  and h a s  changed i t s  te lep h o n e
num ber. The new a d d re s s  and  te le p h o n e  num ber a r e ;  1455 P e n n s y lv a n ia  A venue, 
N.W., W ash in g to n  D.C. 20004-1007 , 2 0 2 /7 3 7 -6 6 0 0 . L o c a te d  a t  th e  new o f f i c e  a r e  
B.Z. L ee, S p e c ia l  A s s i s t a n t  t o  th e  C h airm an , and T heodore  B a r re a u x , V ice  
P residen t-W ash ing ton . Both th e  P o l i t i c a l  and L e g is la t iv e  A f fa ir s  and th e  F ed e ra l 
G overnm ent D iv is io n s  h a v e  moved i n t o  t h e  new o f f i c e .  Dr. D onald  S kadden , V ice  
P re s id e n t-T a x a tio n , and th e  F ed e ra l T axation  D iv is io n  a re  scheduled  t o  r e lo c a te  to  
t h e  new o f f i c e  a t  a  f u t u r e  d a te .  U n t i l  t h a t  t im e ,  t h e  Tax D iv is io n  s t a f f  c an  b e  
re a c h e d  a t  th e  o ld  AICPA a d d r e s s  and  te le p h o n e  num ber; 1620 Eye S t r e e t ,  N.W., 
W ashington, D.C. 20006, 202/872-8190.
3SPECIAL: CPA TESTIFIES BEFORE SENATE COMMITTEE ON SMALL BUSINESS
C ongress should  e n a c t l e g i s l a t i o n  t h a t  w i l l  " c e n tr a l iz e  th e  c o o rd in a tio n  o f
in te r n a t io n a l  t r a d e  in fo rm a tio n  fo r  sm a ll b u s in e ss , m andate p ro ced u res  t h a t  w i l l  
p ro v id e  f i n a n c i a l  i n c e n t i v e s  f o r  i n c r e a s e d  s m a l l  a n d  m i n o r i t y  b u s i n e s s  
p a r t i c i p a t i o n  in  th e  e x p o r t  o f  goods and s e r v i c e s ,  and  i n c r e a s e  s m a l l  b u s in e s s  
p a r t i c ip a t io n  a t  th e  p o licy -m ak ing  le v e l  on m a tte rs  p e r ta in in g  t o  in te r n a t io n a l  
t r a d e , "  a c c o rd in g  t o  Thomas S. W atson , J r . ,  c h a irm a n  and  m anaging  p a r t n e r  o f  
Watson , R ice & Company. T e s t ify in g  b e fo re  th e  S enate  Committee on Sm all B usiness 
4 /2 9 /8 7 , Mr. W atson  s a i d  t h a t  a l th o u g h  th e  s m a l l  b u s in e s s  s h a r e  o f  th e  U n ite d  
S t a t e s  GNP i s  a b o u t 1.3 t r i l l i o n  d o l l a r s ,  o r  40 p e r c e n t ,  s m a l l  b u s in e s s  e x p o r ts  
a re  l e s s  th a n  15 p e rc e n t o f  th e  t o t a l  U.S. e x p o rts . The sm a ll b u s in e s s  s e c to r  i s  
"an untapped fo u n ta in , needed to  n o u rish  o u r t r a d e  b a lan ce  and economy," he sa id . 
Mr. W atson a ls o  suggested  to  th e  com m ittee t h a t  ex p o rt lo an  g u a ran tee  program s be 
expanded  t o  in c lu d e  s e r v i c e  co m p an ies  and  a  p e r c e n ta g e  o f  i n t e r n a t i o n a l  t r a d e  
fu n d s  b e  e a rm a rk e d  t o  p r o v id e  fu n d in g  f o r  a  c o m p e t i t iv e  s m a l l  b u s in e s s  e x p o r t  
i n c e n t iv e  p ro g ram . In  a d d i t i o n ,  h e  n o te d , s m a l l  b u s in e s s  e x p o r t s  c o u ld  be  
en h an ced  b y  th e  a p p o in tm e n t o f  an  e x p e r ie n c e d  s m a l l  b u s in e s s  m anager t o  th e  
n e g o t i a t i n g  te am  f o r  th e  G e n e ra l A greem ent on T a r i f fs  and T rad e  (GATT). " I t  i s  
im p o r ta n t ,"  Mr. W atson  s a i d ,  " t h a t  o u r  new p ro g ra m s  o f  c o m p e t i t iv e n e s s  k e ep  in  
focus th e  m ost pow erfu l eng ine  in  ou r economy, th e  sm a ll b u s in e s s  community."
For further information contact Shirley Twillman or Joseph Petito at 202/737-6600.
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